SECOND REGULAR SESSION

SENATE BILL NO. 1223

93RD GENERAL ASSEMBLY

INTRODUCED BY SENATOR SCOTT.

Read 1st time March 1, 2006, and ordered printed.

TERRY L. SPIELER, Secretary.

5455S.011

AN ACT

To amend chapter 348, RSMo, by adding thereto one new section relating to the

Missouri targeted development program.

Be it enacted by the General Assembly of the State of Missouri, as follows:
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Section A. Chapter 348, RSMo, is amended by adding thereto one new
section, to be known as section 348.450, to read as follows:

348.450. 1. For purposes of this section, the following words shall
mean:

(1) "Missouri technology company", a company that meets the
Small Business Administration definition of a small business as defined
in Section 13 CFR 121.301 (c) of the Small Business Investment Act of
1958, as amended. Any business classified as a qualified Missouri
technology business at the time of the first investment in such business
shall, for a period of seven years from the date of such first investment,
remain classified as a qualified Missouri business and may receive
follow-on investments. In addition, the company must primarily be in
the business of research and development or marketing of a product in
the biotechnology or life sciences field, or another technology-based
product or service, or be housed in a state-sponsored or private
business incubator;

(2) "Department", the department of economic development;

(3) "Designated distressed area", a distressed community as
defined by section 135.530, RSMo;

(4) "Designated rural area", a county with a population of less
than fifty thousand inhabitants;

(5) "Investment", the contribution of property, at a risk of loss,

to a qualified company in exchange for stock, a partnership interest, or
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other ownership interest in the qualified Missouri technology
company. For purposes of this section, an investment is at risk of loss
when its repayment entirely depends upon the success of the business
operations of the qualified Missouri technology company;

(6) "Qualified distressed Missouri technology company", a
company that:

(a) Meets the requirements of subdivision (2) of this subsection;
and

(b) Has its headquarters and base of operations in a designated
distressed area as defined in subdivision (3) of this subsection;

(7) "Qualified investor", an investor that is:

(a) An individual who invests at least twenty-five thousand
dollars in a qualified Missouri technology company; or

(b) A corporation that invests at least two hundred fifty
thousand dollars in a qualified Missouri technology company;

A qualified investor does not include:

(¢c) An officer, director or manager of a qualified Missouri
technology company;

(d) An individual or corporation that, directly or indirectly,
holds or controls an ownership interest or twenty-five percent or more
in a qualified Missouri technology company; or

(e) A person related, within the meaning of Section 267(B) of the
Internal Revenue Code, to an individual or corporation described in
paragraph (a) of this subdivision;

(8) "Qualified Missouri technology company", a company that:

(a) Has its headquarters and base of operations in this state;

(b) Has fewer than fifty full-time employees;

(c) Has been in active business no longer than ten years; and

(d) Has been certified as a qualified Missouri company by the
department;

(9) "Qualified rural Missouri technology company", a company
that:

(a) Meets the requirements of the subdivision (5) of this
subsection; and

(b) Has its headquarters and base of operations in a designated
rural area as defined in subdivision (4) of this subsection;

(10) "Qualified Missouri venture capital firm", an entity that:
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(a) Is organized for the purpose of investing funds in privately
held companies engaged in the research, development, or
commercialization of innovative and proprietary technology;

(b) Has at least two principals that each have at least five years
of venture capital experience;

(c) Has at least five years of experience investing in companies
that would have met the definition of qualified Missouri companies
when the investments were made; and

(d) Has its principal place of operations in this state;

2. Subject to subsections 3 and 4 of this section, a qualified
investor or a qualified Missouri venture capital firm may claim a
credit against the State income tax or premium tax,in an amount equal
to the final credit certificate approved by the secretary for an
investment in a qualified Missouri company as provided under this
section. A qualified investor or a qualified Missouri venture capital
firm may first claim a credit allowed under this section in a taxable
year beginning after December 31, 2006. The state credit earned by a
qualified Missouri venture capital firm pursuant to this subsection may
be allocated to and among the equity owners and/or debt holders of the
qualified Missouri venture capital firm in any manner determined by
the qualified Missouri venture capital firm regardless whether the
allocation of such state tax credit reflects the substantial economic
effect of the underlying transaction.

3. (1) At least thirty days prior to making an investment in a
qualified Missouri company for which a qualified investor or qualified
Missouri venture capital firm would be eligible for an initial tax credit
certificate under subsection 2 of this section, the qualified investor or
qualified Missouri venture capital firm shall submit an application to
the department.

(2) The department shall:

(a) Approve all applications that qualify for credits under this
section on a first come first served basis; and

(b) Within thirty days of receipt of an application, certify the
amount of any approved tax credits to a qualified investor or qualified
Missouri venture capital firm.

(3) The total amount of credits approved by the department

under this section may not exceed ten million dollars for any fiscal
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year.

(4) Once the total amount of credits approved under this
subsection in any fiscal year exceeds the amount specified under this
subsection, the department may not approve any additional credits for
such fiscal year. The department shall adopt regulations to establish
a procedure to allocate credits among applicants in the event of
contemporaneous submission of applications that, if approved, would
bring the total amount of credits to an amount in excess of the amount
specified under this subsection.

(5) After the department has issued an initial tax credit
certificate under this section, a qualified investor or qualified Missouri
venture capital firm shall have sixty days to make an investment in a
qualified Missouri company under this section. Within ten days of
making an investment in a Missouri technology company, a qualified
investor or qualified Missouri venture capital firm shall provide notice
to the department.

4. (1) The tax credit allowed in an initial tax credit certificate
issued under this section shall be equal to forty percent of a qualified
investment in a Missouri technology company or fifty percent of the
investmentin a qualified Missouri technology company if such company
is also a qualified rural Missouri technology company.

(2) The tax credits allowed per fiscal year shall be limited to:

(a) Fifty thousand dollars for a qualified investor that is an
individual;

(b) Two hundred fifty thousand dollars for a qualified investor
that is a corporation; or

(¢c) Two million five hundred thousand dollars for a qualified
Missouri venture capital firm.

(3) Aggregate investments in any one qualified rural Missouri
technology company may not account for more than the greater of two
million dollars or twenty percent of the total credits approved by the
department in any fiscal year.

(4) If the tax credit allowed under this section in any taxable
year exceeds the total tax otherwise payable by the qualified investor
or qualified Missouri venture capital firm for that taxable year, the
qualified investor or qualified Missouri venture capital firm may apply

the excess as a credit against the applicable state tax for five
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succeeding years or until the excess if fully used.

5. (1) In this subsection, "Reserve Fund" means the Missouri
investment tax credit reserve fund established under this subsection.

(2) The investment tax credit reserve fund is a special
continuing, nonlapsing fund. The money in the fund shall be invested
and reinvested by the treasurer for the benefit of the fund.

(3) Subject to the provisions of this subsection, the secretary
shall issue an initial tax credit certificate for each approved investment
in a qualified Missouri company eligible for a tax credit. An initial tax
credit certificate issued under this subsection shall state the maximum
amount of tax credit for which the qualified investor or qualified
Missouri venture capital firm is eligible. Except as otherwise provided
in this subdivision, for any fiscal year, the secretary may not issue
initial tax credit certificates for credit amounts in the aggregate
totaling more than the amount appropriated to the reserve fund for
that fiscal year in the state budget as approved by the general
assembly; provided that, for each of fiscal years 2007-2012, the amount
appropriated to the reserve fund shall be fifteen million dollars per
year. If the aggregate credit amounts under initial tax credit
certificates issued in a fiscal year total less than the amount
appropriated to the reserve fund for that fiscal year, any excess amount
shall remain in the reserve fund and may be issued under initial tax
credit certificates for the next fiscal year.

(4) For any fiscal year, if funds are transferred from the reserve
fund under the authority of any provision of law other than under this
subsection,the maximum credit amounts in the aggregate for which the
secretary may issue initial tax credit certificates shall be reduced by
the amount transferred.

(5) For each fiscal year, the governor shall include in the budget
bill an appropriation to the reserve fund, which shall be ten million
dollars per year for each of fiscal years 2007-2012.

(6) Based on the actual amount of an investment made by a
qualified investor or a qualified Missouri venture capital firm, the
secretary shall issue a final tax credit certificate to the qualified
investor or qualified Missouri venture capital firm.

(7) A qualified investor or a qualified Missouri venture capital

firm may redeem a final tax credit certificate for a taxable year
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beginning after December 31, 2006.

(8) Except as provided in this subdivision, money appropriated
to the reserve fund shall remain in the fund.

(9) Within fifteen days after the end of each calendar quarter,
the department shall notify the department of revenue as to each final
credit certificate issued during the quarter:

(a) The maximum credit amount stated in the initial tax credit
certificate for the investment; and

(b) The final certified credit amount for the investment.

(10) Upon notification that an investment has been certified, the
comptroller shall transfer an amount equal to the credit amount stated
in the initial tax credit certificate for the investment from the reserve
fund to the general fund.

6. (1) The credit claimed under this section shall be recaptured
as provided in this subsection if, within two years from the close of the
taxable year in which the credit is approved, the qualified investor
sells, transfers, or otherwise disposes of the ownership interest in the
qualified Missouri company that gave rise to the credit.

(2) The amount required to be recaptured under this subsection
is the product of multiplying:

(a) The portion of the credit attributable to the ownership
interest disposed of as described in this subsection; and

(b) One hundred percent, if the disposition occurs during the
taxable year in which the tax credit is approved;

(¢) Sixty-seven percent, if the disposition occurs during the first
year after the close of the taxable year for which the tax credit is
approved; or

(d) Thirty-three percent, if the disposition occurs more than one
year but not more than two years after the close of the taxable year for
which the tax credit is approved. The credits issued under these
provisions are fully transferable. The department may issue
regulations regarding the tracking of transferred credits and
procedures for notifying the department of revenue of any transfer of
credits.

(3) The qualified investor or a qualified Missouri venture capital
firm that claimed the credit shall pay the amount to be recaptured as

determined under this subsection as taxes payable to the state for the
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taxable year in which the disposition described under this subsection
occurs.

7. (1) The department may revoke its certification of an
approved credit under this section if any material representation in
connection with the application for the certification proves to have
been false when made.

(2) The revocation may be in full or in part as the department
may determine and, subject to this subsection, shall be communicated
to the qualified investor, the qualified Missouri venture capital firm,
and the department of revenue.

(3) The qualified investor or a qualified Missouri venture capital
firm shall have an opportunity to appeal any revocation to the
department prior to notification of the department of revenue.

(4) The department of revenue may make an assessment against
the qualified investor or a qualified Missouri venture capital firm to
recapture any amount of tax credit that the qualified investor or a
qualified Missouri venture capital firm has already claimed.

8. (1) Onor before March first of each year, the department shall
report to the governor and to the general assembly, on the initial tax
credit certificates awarded under this section for the prior calendar
year.

(2) The report required under this subsection shall include for
each final tax credit certificate awarded:

(a) The name of the qualified investor or the name of the
qualified Missouri venture capital firm and the amount of credit
awarded or allocated to each investor or firm;

(b) The name and address ofthe qualified Missouri company that
received the investment giving rise to the credit under this section and
the county where the qualified Missouri company is located; and

(¢) The dates of receipt and approval by the department of all
applications for initial tax credit certificates.

(3) The report required under this subsection shall summarize
for the category of qualified investors and qualified Missouri venture
capital firms:

(a) The total number of applicants for initial tax credit
certificates under this section in each calendar year;

(b) The number of applications for which initial tax credit
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244 certificates were issued in each calendar year; and

245 (c) The total initial tax credit certificates authorized under this
246 section for all calendar years under this section.

247 9. The department shall adopt regulations to carry out the

248 provisions of this section.
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